International 
Marketing Information 
Series 


44, 
wa 


Foreign Economic Trends 
and Their Implications 
for the United States 


OCTOBER 1987 
VENEZUELA 


FET 87-87 
Frequency: Semiannual 
Supersedes: 87-19 


PREPARED BY 
AMERICAN EMBASSY CARACAS 


ent OF Co, 
y" 


States oF 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Available by subscription trom tne Superintendent of Documents. GPO. Washington, D.C. 20402. Annual subscrip- 


tion, $49.00. Foreign mailing $13.25 additional. Single copies, $1.00, available trom Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





(Prel.) 
1986 
National Income (Bs millims)(a) 
GP at current prices 402 ,449 
GOP at 1968 prices 74,756 
GP per capita (in 1984 Bs) 21,672 
Disposable National Incare NA. 
Central Gov Surplus/Deficit(-) -16,700(b) 
Public Sector Surplus/Deficit(-) -21,500(b) 
Plant & Equipment Investrent NA. 


Population & Labor (000)(a) 
Populatim (Jul/Dec) 
Labor Force (Jul/Dec) 
Total Employment (Jul/Dec) 
Unemployment Rate (%) (Jul/Dec) 


Productim (a) 
Petroleum (000 b/d)(c) 
Aluminum Ingots (000 MP) 
Steel Liquid (000 Mr) 
Cement (000 MI) 
Motor Vehicle Sales (000 units) 
Construction Permits Granted(d) 


Money & Prices (Dec 31) (a) 
Money Supply M2 (Bs millims) 
Public Exterm. Debt ($ millims) 
Public Damest. Debt (Bs millim) 
Bank Lending Rate (%)(e) 
Consumer Price Index (1964=100) 
Weighted Avg. Off. Exch. Rate(e) 
Avg. Free Market Exch. Rate(e) 
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Balance of Payments ($ millions) 
Merchandise Imports (FOB) 
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Qurrent-Capital Account Balance 
Central Bank Reserves (Dec 31) 
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U.S.-Venemela Trade ($ millions) 
U.S. Exports to Venezuela (FAS) 
U.S. Imports fran Venezuela (CIF) 
U.S. (%) Share af Venezuela Exports 
U.S. (%) Share of Venezuelan Inports 


= 


fet 


BR 
oO 


Main U.S. Exports (1986): machinery, transport equipment, auto parts, chemicals, wheat, feed grains. 
Main U.S. Imports (1986): crude oil & products, aluminum, steel products, irm ore, carent, gold, 
shellfish, coffee. 


Notes: (a) except as noted; (b) 1984, '85 & '86 exclude borrowing; (c) includes natural gas liquids & 
condensates; (d) private sector; (e) anual average. Sources: proditim, industry sources; U.S.-Venemela 
Trade, U.S. Commerce Dept.; other data, Central Bank. 





SUMMARY 


Strong fiscal and monetary stimulus helped push domestic economic 
growth to 5.2 percent in 1986, the first significant expansion in over 
5 years. Speculative buying in expectation of the devaluation which 
occurred in December 1986 and of a January 1987 tariff increase on 
automobiles also drove consumer spending last year. 


Nevertheless, the most immediate problem facing Venezuela is the 
reduced level of oil export revenue compared to earlier years. Oil 
exports fell from $13 billion in 1985 to $7.2 billion in 1986 and are 
expected to recover to only some $9 billion in 1987. The central 
bank's foreign exchange reserves declined steeply from $13.7 billion in 
1985 to $9.8 billion in 1986. 


In response, Venezuela has restricted imports, revised the private 
foreign debt payment system, negotiated a revision to the public sector 
rescheduling agreement, and devalued the main controlled exchange rate 
from Bolivars (Bs) 7.5 per $1 to Bs 14.5 per $1. Moreover, the 
government liberalized its foreign investment controls significantly in 
1986 and presented a mechanism for debt-equity swaps in April 1987. 


Finally, the government is also encouraging sizeable amounts of new 
foreign financing. 


Inflation has moved up sharply this year under the impact of 
devaluation, brisker domestic demand, and supply constraints, rising at 
a 43 percent annual rate in the first 7 months. A partial price freeze 
imposed in April has been replaced by a new system involving different 
degrees of control on different categories of goods. On the labor 
side, the Administration provided a substantial minimum wage increase 
in December 1986 and decreed a general wage increase across the economy 
of 20-30 percent for most categories of workers in April 1987. 


Economic growth appears likely to moderate in 1987, although the 
government intends to maintain its expansionary fiscal stance again 
this year, with a planned central government deficit of about 8.5 
percent of GDP. On the other hand, monetary policy has become very 
restrictive in recent months. 


For U.S. exporters, Venezuela will continue to be a substantial market, 
with total Venezuelan imports continuing at a level probably roughly 
equal to the $7.6 billion imported in 1986. However, exporting to 
Venezuela will continue to face a very complex system of regulations, 
procedures, and restrictions; these include extensive import licensing 
requirements (and many prohibitions), exchange controls to ration 
foreign exchange at the controlled exchange rates, and procedures which 
require at least a 4-month delay in paying for imports. U.S. investors 
will find that they benefit from the most open foreign investment 
regime in Venezuela since 1972 and access to a market of over 17 


million people with perhaps the highest per capita income in Latin 
America. 





DOMESTIC ECONOMY 


The Venezuelan economy grew 5.2 percent in 1986, the first significant 
expansion in 5 years. Government activity and policies played a 
significant role in producing last year's buoyant growth. 


The Administration pursued stimulative fiscal and monetary policies 
despite last year's sharp drop in petroleum-based tax and royalty 
revenues, choosing to rely on the large treasury and foreign exchange 
reserves built up in the previous 2 years to cover the current income 
shortfall. These policies resulted in a central government deficit of 
4.5 percent of GDP and money supply growth of 16.6 percent (up from 8.7 
percent in 1985). 


However, last year's strong consumer demand, in particular for durable 
goods and specifically automobiles, was also sparked by expectations of 
the devaluation of the controlled exchange rate on December 6 and by 
the prospect of a stiff tariff increase on automobiles effective 
January 1987. Reflecting depreciation of the bolivar since 1982 and 
difficulties in obtaining preferential rate foreign exchange, there was 
also further progress in import substitution, while depreciation of the 
free market bolivar reportedly encouraged contraband exports to 
neighboring countries, mainly Colombia. Attractive administratively 
set prices for agriculture were a factor in that sector's second year 
of very high growth. Finally, it is possible that after a hiatus in 
such spending since 1982, business made some investments to replace 
and/or modernize equipment. 


At the same time macroeconomic policies were stimulating demand, 
policies designed to ration the use of preferential rate foreign 
exchange were restricting supply to some extent. Businessmen reported 
that difficulties in obtaining the foreign exchange necessary for 
importing inputs were forcing them to draw down inventories below 
desired levels, and in some instances to interrupt production. 


Consumer price inflation accelerated from 7.6 percent in 1985 to 11.6 
percent in 1986 (December to December), reflecting brisker domestic 
demand, the government's policy of shifting a greater number of imports 
from the controlled rate to the free rate, and a very substantial 
depreciation of the free market exchange rate. 


Both government policies and the outlook have changed in 1987. The 
planned central government deficit is expected to expand to 8.5 percent 
of GDP. Moreover, the government decreed a 20-30 percent general wage 
increase in April. On the other hand, the central bank has been running 
a restrictive monetary policy since May, withdrawing liquidity from the 
system by offering high rates on interbank, short-term money. In 
addition, the government imposed a 120-day price freeze on a basket of 
goods in April and replaced it in September with a system applying 
different degrees of control to three separate lists of goods. 
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In fact, inflation has accelerated sharply this year, rising at almost 
a 43 percent annual rate in the first 7 months of the year. 

Businessmen report that, in addition to the impact of the 93 percent 
December devaluation of the controlled exchange rate, this year's 
unprecedented inflation also reflects the continued depreciation of the 
free market rate, catchup increases to restore margins, and limited 
supplies of some products, in particular imports. 


However, it is expected that the pace of economic activity will slow 
this year. First quarter surveys of industry suggest that difficulties 
in obtaining imports have begun to limit output along the production 
chain. In addition, despite larger planned deficits, government 
spending is reported to have slowed in the first part of the year j 
particular investment spending on infrastructure projects. Moreover 
the restrictive stance of monetary policy may limit the ability t 
borrow to h against inflation, ar inflatior 
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In fact, declining oil income and the resultant loss of budgetary 
revenues and foreign exchange reserves have been of concern since early 
1986. In addition to the requirement for trade credit, the government 
imposed progressively stricter limits and higher costs in participation 
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in the free exchange market, and in mid-June 1987 banned brokers from 
that market, effectively restricting future trading to the commerical 
banks and retail foreign exchange houses. Most significantly, 
Venezuela devalued the controlled exchange rate from Bs 7.5 to Bs 14.5 
per $1 in early December 1986 for most imports. 


Venezuela entered 1987 with somewhat more than $4 billion in central 
bank liquid operating reserves, a little more than last year's reserve 
loss, implying a continuing balance-of-payments constraint. However, 
firmer oil prices this year may produce oil export income as high as 
$9.0 billion, up about $1.8 billion from last year. Moreover, the 
February revision of the public sector foreign debt rescheduling 
agreement secured a reduction in principal payments and a cut in the 
interest rate spread over LIBOR. In addition, the government has 
decided to use some of the Venezuelan Investment Fund's reserves to 
supplement central bank reserves. Finally, in a shift from previous 
policy directed to the reduction of outstanding debt and which resulted 
in $5 billion in principal payments through the end of 1986, the 
government is actively encouraging the extension of new financing to 
Venezuela, in particular in the form of trade credits and project 
finance. On the other hand, last year's stock rundown may make it more 
difficult to limit imports this year without restricting production. 


EXCHANGE & IMPORT CONTROLS 


Venezuela has four exchange rates. The Bs 14.5 per $1 rate applies to 


most imports, all exports, and approved services and financial 
transactions. The Bs 7.5 per $l rate applies to a limited number of 
imports for the food, pharmaceutical, textile, footwear, and packaging 
material industries. Some approved debt payments are still at the Bs 
4.3 per $1 rate (others are at the Bs 7.5 per $1 and Bs 14.5 per $1 
rates). The free market rate (currently around Bs 30 per $1) applies 
to all other transactions. 


The government allocates foreign exchange to importers on a semiannual 
basis, based primarily on past imports. The procedures for obtaining 
the preferential foreign exchange are cumbersome, and long delays in 
approving applications are frequent. The requirement that imports 
undergo preshipment inspection by an approved inspection company; a 
rule that only 20-50 percent of the value of the import in preferential 
rate foreign exchange is provided upon receipt of an import permit, 
with the remainder supplied only after the goods are nationalized; and 
the additional delays in disbursing the foreign exchange have forced 
many importers to use 180-day letter-of-credit financing. 


The government continues to have an extensive system of import 
licensing requirements designed to conserve foreign exchange and 
protect local producers. Tariff rates are high, although the tariffs 
are often reduced or waived. 





FOREIGN DEBT 


Foreign debt has moved to the forefront of domestic public issues as 
the 1986-7 downturn in international oil prices has sharply limited the 
country's external income below earlier levels. The government began 
negotiations in 1986 toward a revision of the public sector foreign 
debt rescheduling and revised the arrangement governing provision of 
preferential rate foreign exchange for private debt payments. However, 
an amendment to the public sector agreement was initialed only in 
February 1987, as several factors, including controversy over a 
legislated new arrangement for private debt which was later revoked, 
slowed progress toward agreement on the public sector revision. 
Venezuela paid the $750 million downpayment required by the Original 
public sector agreement in late 1986 and early 1987 while talks were 
proceeding on the amendment. 


The new amendment covers the $20.4 billion of the original $21.4 
billion restructured in the first agreement, but requires substantially 
lower principal payments -- $1.35 billion over 1987-89. In addition, 
the amendment carries a lower interest spread over LIBOR -- 
seven-eighths compared to one and one-eighth, and stretches the 
repayment period to 1999 from the original 12 1/2 years. As of late 
August, the amendment still had not become effective pending final 
approval by the Venezuelan Government. 


The government's new system for private debt, presented in November 
1986, provides that debtors approved for preferential rate foreign 
exchange may obtain guaranteed access to foreign exchange at Bs 7.5 per 
$1 for repayment of principal over 8 years (1987-94), in exchange for 
payment of Bs 3 per $1. For an additional premium of up to Bs 1.5 per 
$1 of principal, debtors may obtain guaranteed access to foreign 
exchange at Bs 7.5 per $1 for interest up to a ceiling of 9 percent, or 
1.25 over LIBOR, whichever is lower. 


Debtors who do not pay the premium are entitled to foreign exchange at 
the prevailing controlled rate (currently Bs 14.5 per $1) for principal 
and interest. Certain categories of private debt are still at Bs 4.3 
per $1 (10 percent of each debtor's approved debt, all approved debt of 
debtors with under $500,000 approved, and maturities to mid-1986 for 
approved private debt owed to foreign government entities). 


PETROLEUM 


Venezuela continues to be heavily dependent on petroleum. In 1986, 
petroleum accounted for about 16 percent of GDP (in current bolivars), 
55 percent of central government revenues, and 83 percent of export 
earnings. While these ratios fell significantly from 1985, oil remains 
the 
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cornerstone of the Venezuelan economy. Net oil export revenues were 
about $7.2 billion in 1986, down sharply from the $12.6 billion earned 
in 1985, but still some $402 per capita. 


During 1986, Venezuela shifted from being simply an exporter of crude 
and products, to being primarily a seller of products refined in 
various locations. This reflected the big expansion of its overseas 
refining operations during 1985-86 through new joint ventures and the 
leasing of the Curacao refinery. Its “internationalization" program of 
50-50 joint ventures in consuming countries now includes Veba 
(Germany), Nynas (Sweden), and Citgo and Champlin (U.S.). These 
overseas ventures serve the dual purpose of ensuring placement of 
Venezuelan crude exports and giving Petroleos de Venezuela, S.A. 
(PDVSA) profits from downstream marketing and distribution. Slightly 
more than half of Venezuela's 1986 oil exports went to the United 
States, with 18 percent going to Europe, 11 percen ») Latin America 
and the Caribbean, and 12 

and Aruba. 
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canceled, however. Extensive annual investment in production and 
exploration are planned to maintain oil production capacity. Pequiven, 
PDVSA's petrochemical subsidiary, is looking for foreign and domestic 
partners for petrochemical projects, including ammonia, olefins, 
Sulphuric acid, resins, ethylene glycols, and acetone. PDVSA is also 
seeking a foreign partner for development of the coal deposits at 
Guasare. 


INDUSTRY, FOREIGN INVESTMENT & LABOR 


Industry: Last year's recovery in manufacturing followed 6 years of 
stagnation. As in the general economy, growth in industry is likely to 
continue in 1987, although at a slower rate. The first indications of 
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a tapering off of growth appeared in the first quarter, when capacity 
utilization stabilized at 68 percent following several quarters of 
increase. While demand continues to be fuelled by expansionary 
government policies, shortages of imported inputs (and the preferential 
dollars to buy them) continue to be the biggest constraint on growth. 


The consumer durables sector shows signs of weakening after a banner 
year in 1986. Much of the 1986 demand reflected speculative purchases 
in advance of the December devaluation. The motor vehicle sector was 
hit especially hard; first semester sales were 42 percent below the 
previous semester and 32 percent below the first semester of 1986. 


First quarter results in other manufacturing sectors were mixed. 
Government measures to reduce textile imports have stimulated domestic 
textile production, pushing the industry's capacity utilization rate to 
83 percent in the first quarter. Conversely, the increased costs and 
prices caused a contraction in the clothing industry. The food 
industry enjoyed moderate growth in production and an even greater 
growth in sales, resulting in shortages of many products. This 
Situation has been exacerbated by the April price freeze and by 
long-standing price limits on poultry and beef. Iron and steel 
production grew in the first quarter to meet domestic sales, and the 
aluminum industry continues to produce at full capacity, mostly in 
repsonse to brisk export demand. 


The declining value of the bolivar in the free market helped generate 
an 11.5 percent growth in nontraditional exports in 1986. Aluminum 
continued to dominate nontraditional exports, while steel exports were 
down due to increased domestic demand. 


The nontradeable goods sectors are recovering after several years of 
contraction. Construction was up 16 percent in 1986 and has continued 
to grow in 1987, due largely to public sector spending, and services 
grew by 4.7 percent. 


Foreign Investment: Despite a significant liberalization of the 
foreign investment regulations in September 1986, new foreign 
investment has increased only slightly, although companies with 
existing investments have reinvested much of their earnings and 
converted some private debt to equity. The most important deterrant to 
new investment has been last December's shift of foreign investment 
from the free market rate (currently around Bs 30 per $1) to the 
official Bs 14.5 per $1, which greatly increased the dollar cost of new 
investment. In April 1987, the government established a mechanism for 
converting public debt to equity investment at the official exchange 
rate. So far, there have not been any swaps under the program, largely 
because of the exchange rate. 


Labor: Labor reacted to the rising inflation rate of 1987 with 
pressure on the government for higher wages and price freezes on 
essential commodities. The government responded with a 33 percent 
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minimum wage increase in December 1986 and with a 20-30 percent general 
salary increase in April. The April raise applied to virtually 
everyone earning less than Bs 20,000 a month, about $800. The 
government also froze the prices of a list of foodstuffs and services 
consumed by workers, although a narrow definition of these categories 
allowed the bulk of products sold in supermarkets to rise in price. 


Labor peace in general st#ll prevails. There were three major work 
stoppages in the first half of 1987, all by government employees. All 
were resolved in favor of the workers. 


The work force is estimated at slightly more than 6.1 million, and the 
unemployment rate, according to official figures, is 10.3 percent, down 
from 12.1 at the same point the previous year. The CTV (the largest 
labor central) differs on this point, claiming that the government does 
not calculate those working in the informal sector as unemployed. 


AGRICULTURE 


Venezuela's agricultural policy has focused on stimulating domestic 
production to replace imports. Agricultural output increased by 7 
percent in 1986, the third straight year of growth. The pro-growth 
policy has been implemented by increasing producer prices, selling 
fertilizer at 50 percent of cost, providing a preferential interest 
rate (8.5 percent) for production credits, tightening import licenses 
for some agricultural commodities, and encouraging the substitution of 
domestic products for imports in food processing. The negative side of 


this policy has been the creation of a relatively high-price structure 
for food. 


The 1986 grain crop is estimated at about 2.25 million metric tons. 
This is expected to raise self-sufficiency for a number of crops to 
record highs, including feed sorghum (52 percent self-sufficiency), 
white corn for human consumption (120 percent), and rice (143 percent). 
The government is attempting to reduce surpluses of rice and corn by 
restricting wheat imports and requiring millers to include 10 percent 
rice or corn flour in bread and pasta. But most of the surplus corn 


and some of the rice will end up being sold for animal feed at a price 
Subsidized by the government. 


The livestock sector (except for milk), will register surpluses, some 
of which (pork, poultry, and eggs) may be exported, mainly to Colombia 
and Caribbean countries. Increasing animal feed prices have been 

passed along as higher prices for pork and poultry. Beef prices have 


increased, changing meat consumption patterns, with chicken replacing 
beef as the leading meat. 


Oilseed production is also increasing and is expected to cover 30 
percent of the vegetable oil market, up from 15 percent in 1983. 
Cotton and sesame areas are increasing rapidly, and nontraditional 
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oil crops, (sunflower, soybeans, and African oil palm) have been 
started. Surpluses of root crops and tropical fruits are increasingly 
being exported. Temperate fruits, such as apples and pears, are being 
grown commercially on a small scale, following the ban on imports since 
1983. Production of coffee and cocoa, traditional export commodities, 
has received much less stimulus, but is expected to increase. The 
country may reach self-sufficiency in sugar this year. 


In most cases the increased self-sufficiency has been promoted by 
higher prices, which have caused a decline in consumption. The 
government has tried to restrain inflation by controlling prices of 
essential items (including powered milk, pre-cooked corn flour, edible 
Oils, poultry, eggs, rice, black and white beans, sugar, coffee, bread, 


pork, and some beef cuts), but producers are pressing for increased 
prices. 


The self-sufficiency program has restricted agricultural imports, which 
have dropped from a record high of $1.8 billion in 1982 to about 
$800-900 million in 1986. The United States has maintained its share 
at about half of this declining market. 


IMPLICATIONS FOR U.S. TRADE 


Faced with a continued foreign exchange constraint, the Venezuelan 
Government will attempt to limit the growth of imports through its 
control of the supply of preferential foreign exchange again this 

year. On the other hand, demand for imports may remain firm because of 
the substantial drawdown in inventories of imported goods last year. 


The U.S. share of the import market should continue to be over 40 
percent. 


As in recent years, the main hurdle in exporting to Venezuela will be 
the importer's access to preferential foreign exchange and to import 
licenses. Imports of many product categories are prohibited, and for 
many others a prior import license is required. In addition, 
preshipment inspection is required to gain access to preferential rate 


foreign exchange. This inspection assesses quantity, quality and price 
in country of origin. 


Opportunities for U.S. sales nevertheless exist in many areas, though 
delays may occur while the buyer seeks Venezuelan Government 
approvals. The main potential is for raw materials, intermediate, and 
capital goods for the petroleum/petrochemical and manufacturing 
sectors. Listed below are new or continuing possibilities for U.S. 
companies. For a number of these, the agency involved would be 
interested in a foreign partner and/or supplier credits. 





Project Company 


Aluminum smelter expansion Alcasa/Venalum 
BTX plant Corpoven 
Nurgas east-west pipeline Corpoven 
Upgrading of oil refineries Lagoven/Maraven/Corpoven 
Bauxite mining development Bauxiven 
Alumina plant expansion Interalumina 
Guasare coal mining project Carbozulia 
Polypropylene plant Pequiven/Propilven 
Ammonia plant Pequiven/Corpoven 
MTBE plant Pequiven 
Orinoco pulp & paper project CVG 
Iron ore pellet plant Ferrominera 
Aqueduct project-Central Venezuela Inos 
Energy management control system Cadafe 
Seamless pipe plant modification Sidor 

and expansion 


For information on these opportunities, contact the U.S. Embassy in 
Caracas or the U.S. Department of Commerce in Washington, D.C. 
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